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Interest in profit sharing as a form of flexible pay is part of a larger interest in more | 
flexible personnel practices. The interest in flexibility, in tum, reflects a perceived | || 
increase in product-market uncertainty. Where in the past employers have offered job ||| 
security - due to legal mandate or practice - increased product market uncertainty makes 
such job “insurance” more costly. Job security protections can be viewed as an employee 
option to sell labor at the going wage, even when its value to the firm has dropped. As is 
true of financial options, the cost increases with the variability of the value of the | 
underlying asset. Recent political trends in the USS. suggest that there are social costs to ni 
the flexibility in American labor markets about which mainstream politicians have little ' 
to offer. в | 

In European and other countries, permanent unemployment seemed to rise relative to | 
the U.S. in the late 1970s and 1980s. Some interpreted this rise аз a symptom of 
“classical” rather than “Keynesian” unemployment and attributed the rise to a too-high 
real wage. This interpretation suggests that a wage push caused the increase ||| 
unemployment. However, an alternative interpretation put forward in this paper is that ae 
increased product-market uncertainty made existing wage contracts more expensive and id 
created upward pressure on pricing markups. Such an interpretation is in better accord ||| 
with available data on real wages, real unit labor costs, and unemployment than the wage- 
push explanation. 

Even in the U.S., with its comparatively low unemployment rate, unemployment 
durations became quite high in the 1990s, suggesting a reluctance of employers to hire. 
Employers shifted towards contingent workers and generally loosened the employment 
relationship. Neither European high unemployment nor American reductions in the 
quality of the employment relationship are desirable outcomes. 
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"During the recession of the early 1990s, ће employment-to-population ratio in ће U.S, 
dropped about 3% from peak to trough. Thus, in principle a 3% reduction in a 
hypothetical bonus could have eliminated the cyclical employment drop, assuming it 
could have been carefully spread around all firms and workers. Comparable figures 
for Canada and Australia were 7% and 6%, respectively. Half a percentage point is 


far from these magnitudes which are themselves underestimates due to workforce and 
enterprise diversity. 


